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TECH 


Wonder why Elon Musk is lashing out about 
recession risks and work from home? Just look 
under the hood at Tesla. 
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Don't be fooled by the shiny objects Elon Musk keeps throwing into the ether. 
Whether it's his aggressive stance against working from home, his proclamations that 
the US economy is in a recession, or the will-he-or-won't-he drama surrounding his 


acquisition of Twitter, it's all just misdirection by a magician. 


When Elon gets anxious enough to act out, it's because something is deeply wrong at 
Tesla. He did it back in 2018, firing off his "funding secured" securities-violation tweet 
as the company was on the verge of bankruptcy. And he's almost certainly doing it 
now, yammering on about Twitter bots and "raining money" as his company's 
competition closes in and the China market — where Tesla derives the lion's share of 
its profits — crumbles. If there's anything that's giving Elon Musk a "super bad 


feeling" right now, it's the threat to his vast personal wealth. 
We've seen this movie before 


Tesla's persistent problems are the stuff of legend. It has consistently missed 
deadlines for new products and deliveries and overpromised on the capabilities of its 
products. It has been profitable for two years of its nearly two-decade existence. And 


Musk himself has admitted that he's had to "bet the company" a couple of times. 
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warned him would not work. It did not. So in the spring of 2018, Tesla ended up 
having to go on a hiring spree to make up for lost time, and some of those new hires 
found themselves hand building cars outside of the Fremont factory at a makeshift 
assembly line under a tent. Unfortunately, the sudden rush also led to a sudden bust, 


and by June the company tried to quietly cull 9% of its workforce. 


During that time Musk exhibited all kinds of erratic behavior. He insulted a Wall 
Street analyst on one of Tesla's calls with investors, saying he asked "stupid 
boneheaded questions." He went on Twitter rampages against journalists (myself 
included) and short-sellers. And in a whizbang performance, Musk unveiled his first 
Boring Company tunnel, meant to help Tesla owners avoid traffic by letting them 
drive underground. It was another of his half-baked distractions, and one critic later 


called the tunnels "sewers with disco lights." 





All of this is to say that when Tesla is distressed there is a tell, and that tell is a 


spasmodic, gloomy Elon Musk. 
Regular Tesla problems 


Are we back in one of Tesla's hard times? Maybe. The erratic behavior is certainly 
there. And in an email to Tesla executives seen by Reuters, Musk recently called for a 
pause of all Tesla hiring around the world and said he needed to cull 10% of its 
workforce. He later walked those comments back on Twitter (where else?), saying 
Tesla's overall head count would increase over the next 12 months, though salaried 


positions would remain flat. 


This year has been nauseating for the company. In general, the market has turned 


against fast-growing tech companies, bringing Tesla's stock — a poster child for the 
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Tesla's stock price also reflects the fact that it now has real competition in the US 
market. The reservation list for Ford's F-150 Lightning is three years' long. Deliveries 
have just begun and are on schedule. In Europe, Tesla has been losing market share to 
EVs from Renault, Hyundai, and Volkswagen. Tesla's vehicle mix is getting old, and 
given the company's propensity to miss production deadlines, there's no telling when 
the Cybertruck — which was supposed to be released last year — will be available. 
Meanwhile, President Biden seems enthusiastic about helping electric-vehicle 


makers, but only those who run union shops (so, not Tesla). 


The reality is that Tesla's profitability is still full of caveats, according to Vicki Bryan, 
the founder of the research firm Bond Angle. Based on her reading of the company's 
financial filings, its American business is in ugly shape. Without a hand from electric- 
vehicle credits paid by combustion-engine carmakers, and without income from 
Tesla's China operations, Bryan calculates that the company's US operations would've 
lost $2.4 billion last year. On paper, its cash position is also helped along by a massive 


$2.1 billion add back to its profit from paying its employees (especially Musk) in stock. 


Stock-based compensation is a nifty trick that allows companies to add employees' 
stock back to its balance sheet instead of having to pay those workers in cash, which 
would be booked as an expense. This makes a company look healthier — as long as its 
stock is going up. If the company's stock is going down, the amount of stock owed can 


suddenly become an albatross. Guess which one it is for Tesla. 


Tesla also faces the decline of its lucrative tax-credits business. Automakers are 
required by various government entities to hit a benchmark for electric-vehicle 
production. If a company goes over that benchmark, it is given credits by the 
government for the "excess" EVs it produced; these credits can then be sold to other 


manufacturers that have failed to hit the regulatory goal. Given that Tesla only makes 
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credits. That means the pressure is on for Tesla's foreign operations — specifically 


China — to pick up the slack. The company's life depends on it. 
Existential Tesla problems 


If it has been a bad year for Tesla, it has been a very bad, no good, terrible year for 
China. Beijing's zero-tolerance approach to COVID-19 forced 31 cities into lockdown 
this spring and ravaged the economy in ways that Musk could not have foreseen. Last 
month, Chinese Premier Li Keqiang, the second-most-powerful person in China's 
ruling Communist Party, warned party members that there's no way the country will 
meet its 5.5% GDP growth goal for the year, and that it may experience no growth at 


all in the second quarter. 


If there is anywhere that Musk should be worried about a recession, it is China. The 
country was already slowing thanks to a bloated property market and President Xi 
Jinping's attempts to reshape the economy. But now it has to contend with an 18.2% 
unemployment rate for citizens aged 16 to 24 and a growing migrant unemployment 
crisis, all while maintaining its "dynamic zero-COVID" strategy of immediate 


lockdowns for areas where any trace of the virus rears its head. 


All of this has been terrible for Tesla. Musk's Shanghai factory was forced to close in 
March, then reopened, then closed, then soft opened with limited manpower. It 
finally went back to full production on May 26, having lost production of 50,000 cars 
as it idled in assembly. In April, Tesla sold only 1,512 China-made cars, down 98% 


from the month before. This is bad, but it's only the supply side of this problem. 





There is also a demand side. 


Beijing is doing whatever it can to spur spending in China's economy, even giving a 


Bie Ne ae EE ee ee eel Veen des eee SD ee ee ee EA AE LIN, 2 Sa 


< HOMEPAGE Q 


AVES U Yess LO UV ULLIUUVLIYV LVL YTS YYW, VULC LLIME CVUL LUO VUV waypel awlivillgs uvuvi” 


https://www.businessinsider.com/elon-musk-lashing-out-recession-work-from-home-tesla-twitter-2022-6 


6/12/22, 8:50 PM Why Elon Musk Is Lashing Out About Recession, Work From Home, Tesla Layoffs, Twitter Deal 
digit sales declines in the Chinese market. Meanwhile, Chinese EV makers with much 


cheaper cars — like BYD, for example — are expecting to see sales explode. 


"I think China has been covering persistent problems with Musk's US operations," 


Bryan told me, "and he's losing his China cover." 


You will never hear Musk say anything negative about how Chinese officials managed 
the COVID situation, even though he was very clear about his anger at US officials for 
instituting lockdowns at his factories in California and Nevada. That is because he is 
fully aware of the terms of his stay in Shanghai. The Chinese Communist Party owns 
the land that his factory is on, and the party has made it quite clear that it will take 
back that land and everything on it if Musk acts out. In early 2021, Tesla was savaged 
in government-controlled media for quality issues with its cars. Sales collapsed 


almost immediately, and Tesla was forced to say sorry. 


Yes, the house of Musk issued an apology. 


All of this is to say that if the problem is with China, we won't hear it from Musk, but 
we may see it. We'll see it in Musk's behavior. Dark, grandiose pronouncements about 
the economy, petulant refusals to honor contracts, and jabbing at his enemies (in this 
case Twitter's board) — this is what Musk's meltdowns look like. And there's only ever 


one reason for those — Tesla, his money machine, is in danger of melting down, too. 


Linette Lopez is a senior correspondent at Insider. 
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